§6¢ TITLE T—AGRICULTURE

SECTION REFERRED TO IN OTHER SECTIONS

This section is referred to in sections 2, 7a-3, 13 of
this title.

§ 6¢. Prohibited transactions

(a) In general
(1) Prohibition

It shall be unlawful for any person to offer
to enter into, enter into, or confirm the execu-
tion of a transaction described in paragraph
(2) involving the purchase or sale of any com-
modity for future delivery (or any option on
such a transaction or option on a commodity)
if the transaction is used or may be used to—

(A) hedge any transaction in interstate
commerce in the commodity or the product
or byproduct of the commodity;

(B) determine the price basis of any such
transaction in interstate commerce in the
commodity; or

(C) deliver any such commodity sold,
shipped, or received in interstate commerce
for the execution of the transaction.

(2) Transaction

A transaction referred to in paragraph (1) is
a transaction that—

(A)(1) is, of the character of, or is com-
monly known to the trade as, a ‘“‘wash sale”’
or ‘‘accommodation trade’’; or

(ii) is a fictitious sale; or

(B) is used to cause any price to be re-
ported, registered, or recorded that is not a
true and bona fide price.

(b) Regulated option trading

No person shall offer to enter into, enter into
or confirm the execution of, any transaction in-
volving any commodity regulated under this
chapter which is of the character of, or is com-
monly known to the trade as, an ‘‘option”’,
“privilege”’, ‘‘indemnity”’, ‘‘bid’’, ‘‘offer’’, ‘‘put”’,
“call”, ‘“‘advance guaranty’, or ‘‘decline guar-
anty’’, contrary to any rule, regulation, or order
of the Commission prohibiting any such trans-
action or allowing any such transaction under
such terms and conditions as the Commission
shall prescribe. Any such order, rule, or regula-
tion may be made only after notice and oppor-
tunity for hearing, and the Commission may set
different terms and conditions for different mar-
kets.

(c¢) Regulations for elimination of pilot status of
commodity option transactions; terms and
conditions of options trading

Not later than 90 days after November 10, 1986,
the Commission shall issue regulations—

(1) to eliminate the pilot status of its pro-
gram for commodity option transactions in-
volving the trading of options on contract
markets, including any numerical restrictions
on the number of commodities or option con-
tracts for which a contract market may be
designated; and

(2) otherwise to continue to permit the trad-
ing of such commodity options under such
terms and conditions that the Commission
from time to time may prescribe.

(d) Dealer options exempt from subsections (b)
and (c) prohibitions; requirements

Notwithstanding the provisions of subsection
(c) of this section—
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(1) any person domiciled in the United
States who on May 1, 1978, was in the business
of granting an option on a physical commod-
ity, other than a commodity specifically set
forth in section 2(a) of this title prior to Octo-
ber 23, 1974, and was in the business of buying,
selling, producing, or otherwise using that
commodity, may continue to grant or issue
options on that commodity in accordance with
Commission regulations in effect on August
17, 1978, until thirty days after the effective
date of regulations issued by the Commission
under clause (2) of this subsection: Provided,
That if such person files an application for
registration under the regulations issued
under clause (2) of this subsection within thir-
ty days after the effective date of such regula-
tions, that person may continue to grant or
issue options pending a final determination by
the Commission on the application; and

(2) the Commission shall issue regulations
that permit grantors and futures commaission
merchants to offer to enter into, enter into, or
confirm the execution of, any commodity op-
tion transaction on a physical commodity sub-
ject to the provisions of subsection (b) of this
section, other than a commodity specifically
set forth in section 2(a) of this title prior to
October 23, 1974, if—

(A) the grantor is a person domiciled in
the United States who—

(i) is in the business of buying, selling,
producing, or otherwise using the underly-
ing commodity;

(ii) at all times has a net worth of at
least $5,000,000 certified annually by an
independent public accountant using gen-
erally accepted accounting principles;

(iii) notifies the Commission and every
futures commission merchant offering the
grantor’s option if the grantor knows or
has reason to believe that the grantor’s
net worth has fallen below $5,000,000;

(iv) segregates daily, exclusively for the
benefit of purchasers, money, exempted se-
curities (within the meaning of section
78c(a)(12) of title 15), commercial paper,
bankers’ acceptances, commercial bills, or
unencumbered warehouse receipts, equal
to an amount by which the value of each
transaction exceeds the amount received
or to be received by the grantor for such
transaction;

(v) provides an identification number for
each transaction; and

(vi) provides confirmation of all orders
for such transactions executed, including
the execution price and a transaction iden-
tification number;

(B) the futures commission merchant is a
person who—

(i) has evidence that the grantor meets
the requirements specified in subclause (A)
of this clause;

(ii) treats and deals with all money, se-
curities, or property received from its cus-
tomers as payment of the purchase price in
connection with such transactions, as be-
longing to such customers until the expi-
ration of the term of the option, or, if the
customer exercises the option, until all
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rights of the customer under the commod-
ity option transaction have been fulfilled;

(iii) records each transaction in its cus-
tomer’s name by the transaction identi-
fication number provided by the grantor;

(iv) provides a disclosure statement to
its customers, under regulations of the
Commission, that discloses, among other
things, all costs, including any markups or
commissions involved in such transaction;
and

(C) the grantor and futures commission
merchant comply with any additional uni-
form and reasonable terms and conditions
the Commission may prescribe, including
registration with the Commission.

The Commission may permit persons not domi-
ciled in the United States to grant options under
this subsection, other than options on a com-
modity specifically set forth in section 2(a) of
this title prior to October 23, 1974, under such
additional rules, regulations, and orders as the
Commission may adopt to provide protection to
purchasers that are substantially the equivalent
of those applicable to grantors domiciled in the
United States. The Commission may terminate
the right of any person to grant, offer, or sell op-
tions under this subsection only after a hearing,
including a finding that the continuation of
such right is contrary to the public interest:
Provided, That pending the completion of such
termination proceedings, the Commission may
suspend the right to grant, offer, or sell options
of any person whose activities in the Commis-
sion’s judgment present a substantial risk to the
public interest.

(e) Rules and regulations

The Commission may adopt rules and regula-
tions, after public notice and opportunity for a
hearing on the record, prohibiting the granting,
issuance, or sale of options permitted under sub-
section (d) of this section if the Commission de-
termines that such options are contrary to the
public interest.

(f) Nonapplicability to foreign currency options

Nothing in this chapter shall be deemed to
govern or in any way be applicable to any trans-
action in an option on foreign currency traded
on a national securities exchange.

(g) Oral orders

The Commission shall adopt rules requiring
that a contemporaneous written record be made,
as practicable, of all orders for execution on the
floor or subject to the rules of each contract
market or derivatives transaction execution fa-
cility placed by a member of the contract mar-
ket or derivatives transaction execution facility
who is present on the floor at the time such
order is placed.

(Sept. 21, 1922, ch. 369, §4c, as added June 15, 1936,
ch. 545, §5, 49 Stat. 1494; amended Pub. L. 93-463,
title I, §103(a), title IV, §402, Oct. 23, 1974, 88
Stat. 1392, 1412; Pub. L. 95-405, §3, Sept. 30, 1978,
92 Stat. 867; Pub. L. 97-444, title I, §102, title II,
§206, Jan. 11, 1983, 96 Stat. 2296, 2301; Pub. L.
99-641, title I, §102, Nov. 10, 1986, 100 Stat. 3557;
Pub. L. 102-546, title II, §203(a), title IV, §402(4),
Oct. 28, 1992, 106 Stat. 3600, 3624; Pub. L. 106-554,
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§1(a)(5) [title I, §§109, 123(a)(6)], Dec. 21, 2000, 114
Stat. 2763, 2763A-383, 2763A-407.)

AMENDMENTS

2000—Pub. L. 106-554, §1(a)(b) [title I, §109], inserted
section catchline.

Subsec. (a). Pub. L. 106-554, §1(a)(5) [title I, §109],
added subsec. (a) and struck out former subsec. (a)
which read as follows: ‘It shall be unlawful for any per-
son to offer to enter into, enter into, or confirm the
execution of, any transaction involving any commod-
ity, which is or may be used for (1) hedging any trans-
action in interstate commerce in such commodity or
the products or byproducts thereof, or (2) determining
the price basis of any such transaction in interstate
commerce in such commodity, or (3) delivering any
such commodity sold, shipped, or received in interstate
commerce for the fulfillment thereof—

‘“(A) if such transaction is, is of the character of, or
is commonly known to the trade as, a ‘wash sale,’
‘cross trade,” or ‘accommodation trade,’ or is a ficti-
tious sale; or

‘“(B) if such transaction is used to cause any price
to be reported, registered, or recorded which is not a
true and bona fide price.

Nothing in this section shall be construed to prevent
the exchange of futures in connection with cash com-
modity transactions or of futures for cash commod-
ities, or of transfer trades or office trades if made in ac-
cordance with board of trade rules applying to such
transactions and such rules shall have been approved
by the Commission.”

Subsec. (g). Pub. L. 106-554, §1(a)(5) [title I, §123(a)(6)],
inserted ‘‘or derivatives transaction execution facility”’
after ‘‘contract market’ in two places.

1992—Subsec. (d)(2). Pub. L. 102-546, §402(4), made
technical amendments to references to section
78c(a)(12) of title 15 in subpar. (A)(iv) and to section 2(a)
of this title in concluding provisions.

Subsec. (g). Pub. L. 102-546, §203(a), added subsec. (g).

1986—Subsec. (c). Pub. L. 99-641, amended subsec. (c)
generally, substituting provisions relating to regula-
tions to eliminate pilot status of program for commod-
ity option transactions for provisions relating to com-
modity option transactions, pilot program and perma-
nent authorization, conditions ending prohibition, and
excepted persons.

1983—Subsec. (a)(B), (C). Pub. L. 97444, §206(1), redes-
ignated par. (C) as (B). Former par. (B), relating to
transactions involving any commodity specifically set
forth in section 2(a) of this title, prior to October 23,
1974, if such transactions were of the character of, or
were commonly known to the trade as, an ‘‘option’’,
“‘privilege’, ‘‘indemnity’’, ‘‘bid”’, ‘offer”’, ‘‘put’’,
‘‘call”, ‘‘advance guaranty’’, or ‘‘decline guaranty’’,
was struck out.

Subsec. (b). Pub. L. 97-444, §206(2), in revising section
generally, struck out references to any transaction
subject to provisions of subsection (a) of this section
and to any commodity not specifically set forth in sec-
tion 2(a) of this title, prior to October 23, 1974, and
struck out ‘“‘within one year after the effective date of
the Commodity Futures Trading Commission Act of
1974 unless the Commission determines and notifies the
Senate Committee on Agriculture, Nutrition, and For-
estry and the House Committee on Agriculture that it
is unable to prescribe such terms and conditions within
such period of time:” after ‘‘such terms and conditions
as the Commission shall prescribe’.

Subsec. (¢). Pub. L. 97-444, §206(3), inserted ‘“With re-
spect to any commodity regulated under this chapter
and specifically set forth in section 2(a) of this title
prior to October 23, 1974, the Commission may, pursu-
ant to the procedures set forth in this subsection, es-
tablish a pilot program for a period not to exceed three
years to permit such commodity option transactions.
The Commission may authorize commodity option
transactions during the pilot program in as many com-
modities as will provide an adequate test of the trading



§6d

of such option transactions. After completion of the
pilot program, the Commission may authorize com-
modity option transactions without regard to the re-
strictions in the pilot program after the Commission
transmits to the House Committee on Agriculture and
the Senate Committee on Agriculture, Nutrition, and
Forestry the documentation required under clause (1)
of the first sentence of this subsection and the expira-
tion of thirty calendar days of continuous session of
Congress after the date of such transmittal.”

Subsec. (d)(1). Pub. L. 97444, §206(4)(A), inserted
¢, other than a commodity specifically set forth in sec-

tion 2(a) of this title prior to October 23, 1974,” after
“physical commodity’’.
Subsec. (d)(2). Pub. L. 97-444, §206(4)(B), inserted

‘“, other than a commodity specifically set forth in sec-
tion 2(a) of this title prior to October 23, 1974, after
“‘subsection (b) of this section’ in provisions preceding
subpar. (A).

Pub. L. 97-444, §206(4)(C), inserted ¢, other than op-
tions on a commodity specifically set forth in section
2(a) of this title prior to October 23, 1974, after ‘‘The
Commission may permit persons not domiciled in the
United States to grant options under this subsection’
in provisions following par. (2).

Subsec. (f). Pub. L. 97-444, §102, added subsec. (f).

1978—Subsec. (a). Pub. L. 95-405, §3(1), in provisions
following par. (C) substituted ‘‘have been approved’ for
‘“‘not have been disapproved’.

Subsec. (b). Pub. L. 95-405, §3(2), substituted ‘‘Senate
Committee on Agriculture, Nutrition, and Forestry’’
for ‘“‘Senate Committee on Agriculture and Forestry”’.

Subsecs. (¢) to (e). Pub. L. 95-405, §3(3), added subsecs.
(c) to (e).

1974—Subsec. (a). Pub. L. 93-463, §§103(a), 402(a), (b),
(d), designated existing provisions as subsec. (a), in par.
(B) of subsec. (a) as so designated inserted ‘‘if such
transaction involves any commodity specifically set
forth in section 2(a) of this title, prior to the enact-
ment of the Commodity Futures Trading Commission
Act of 1974, and” and ‘‘option’’, and in provisions fol-
lowing par. (C), struck out provisions prohibiting a con-
struction of this section or section 6b of this title
which would impair any State law applicable to any
transaction enumerated or described in this section or
section 6b of this title and substituted ‘‘Commission”
for ‘‘Secretary of Agriculture’.

Subsec. (b). Pub. L. 93-463, §402(c), added subsec. (b).

EFFECTIVE DATE OF 1992 AMENDMENT
Section 203(b) of Pub. L. 102-546 provided that: ‘“The
Commission shall adopt the rules required by the
amendment made under subsection (a) [amending this

section] within two hundred and seventy days after the
date of enactment of this Act [Oct. 28, 1992].”

EFFECTIVE DATE OF 1983 AMENDMENT

Amendment by Pub. L. 97-444 effective Jan. 11, 1983,
see section 239 of Pub. L. 97-444, set out as a note under
section 2 of this title.

EFFECTIVE DATE OF 1978 AMENDMENT

Amendment by Pub. L. 95405 effective Oct. 1, 1978,
see section 28 of Pub. L. 95-405, set out as a note under
section 2 of this title.

EFFECTIVE DATE OF 1974 AMENDMENT

For effective date of amendment by Pub. L. 93-463,
see section 418 of Pub. L. 93-463, set out as a note under
section 2 of this title.

EFFECTIVE DATE

For effective date of section, see section 13 of act
June 15, 1936, set out as an Effective Date of 1936
Amendment note under section 1 of this title.

SECTION REFERRED TO IN OTHER SECTIONS

This section is referred to in sections la, 2, 6a, 6f, 6k,
Ta-3, Th-1, 12a, 13, 16, 19, 25 of this title; title 11 section
761.

TITLE T—AGRICULTURE

Page 36

§ 6d. Dealing by unregistered futures commission
merchants or introducing brokers prohib-
ited; duties in handling customer receipts;
rules to avoid duplicative regulations

(a) Registration requirements; duties of mer-
chants in handling customer receipts

It shall be unlawful for any person to engage
as futures commission merchant or introducing
broker in soliciting orders or accepting orders
for the purchase or sale of any commodity for
future delivery, or involving any contracts of
sale of any commodity for future delivery, on or
subject to the rules of any contract market or
derivatives transaction execution facility un-
less—

(1) such person shall have registered, under
this chapter, with the Commission as such fu-
tures commission merchant or introducing
broker and such registration shall not have ex-
pired nor been suspended nor revoked; and

(2) such person shall, if a futures commission
merchant, whether a member or nonmember
of a contract market or derivatives trans-
action execution facility, treat and deal with
all money, securities, and property received by
such person to margin, guarantee, or secure
the trades or contracts of any customer of
such person, or accruing to such customer as
the result of such trades or contracts, as be-
longing to such customer. Such money, securi-
ties, and property shall be separately ac-
counted for and shall not be commingled with
the funds of such commission merchant or be
used to margin or guarantee the trades or con-
tracts, or to secure or extend the credit, of any
customer or person other than the one for
whom the same are held: Provided, however,
That such money, securities, and property of
the customers of such futures commission
merchant may, for convenience, be commin-
gled and deposited in the same account or ac-
counts with any bank or trust company or
with the clearing house organization of such
contract market or derivatives transaction
execution facility, and that such share thereof
as in the normal course of business shall be
necessary to margin, guarantee, secure, trans-
fer, adjust, or settle the contracts or trades of
such customers, or resulting market positions,
with the clearinghouse organization of such
contract market or derivatives transaction
execution facility or with any member of such
contract market or derivatives transaction
execution facility, may be withdrawn and ap-
plied to such purposes, including the payment
of commissions, brokerage, interest, taxes,
storage, and other charges, lawfully accruing
in connection with such contracts and trades:
Provided further, That in accordance with such
terms and conditions as the Commaission may
prescribe by rule, regulation, or order, such
money, securities, and property of the cus-
tomers of such futures commission merchant
may be commingled and deposited as provided
in this section with any other money, securi-
ties, and property received by such futures
commission merchant and required by the
Commission to be separately accounted for
and treated and dealt with as belonging to the
customers of such futures commission mer-
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